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New England Cities — Bangor, Maine 


Record Peacetime Business, Inflated Prices 
Highlight New England Economy in 1947 


EW ENGLAND shared with the nation the 

continuation of generally high business 
activity during 1947. However, during the spring 
and early summer, it underwent a slight business 
recession concentrated in nondurable goods manu- 
facturing which was not shared to the same extent 
by the nation. ' The nondurable goods slump, con- 
fined largely to the soft woolen, apparel, and the 
shoe industries, could 


to about one-third of the total cost of goods and 
services to city families in March 1946 while in 
June 1947 food absorbed 36 to 37 per cent of the 
total, substantially higher than the prewar per- 
centage of about 31 per cent. 

Industrial workers in New England benefited 
from generally increased earnings during 1947. 
During the 11 months from December 1946 to 
November 1947 the av- 





be attributed on the 
whole to a shift in 
consumer purchases to- 
ward a more normal 
pattern as other types 
of goods became increas- 
ingly available. 

Since midsummer, 
with the exception of 
certain other adjust- 
ments, there has been an 
upward trend in _busi- 
ness activity highlight- 
ed by further inflation- 
ary pressures on the 
price structure. 

Commodity prices, 
which showed little 


Industrial Production (adj.)-U. S. 
NOVEMBER 

Wholesale Commodity Prices- U.S. 
NOVEMBER 

Consumer Prices - Mass. 
DECEMBER 

Electric Energy Production-N.E. 
it MONTHS 

, Bonk Debits - N.E. 

i) MONTHS 

Business Failures-N.E. 
it MONTHS 

Cotton Consumption -N.E. 
1) MONTHS 

Shoe Production- N.E. 
10 MONTHS 


Construction Contracts - NE. 
lt MONTHS 


Department Store Sales-N.E. 
1 MONTHS 





BUSINESS TRENDS 


1947 compared with 1946 


erage weekly earnings 
of manufacturing wage- 








earners in Massachu- 
setts, which are indi- 
cative of the New Eng- 
land trend, increased 7.3 
per cent to $49.12. 

The increase of 7.3 per 
cent in average week- 
ly earnings of Mass- 
achusetts manufactur- 
ing workers exceeds the 
5.9 per cent increase 
in consumers’ retail 
prices in the state over 


on : the same period. From 
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change during the sec- 
ond quarter of 1947, have surged upward since 
then. Following the bituminous coal wage ac- 
cord, prices of coal and steel advanced and set off 
a chain of price advances in derivative and related 
commodities. During the 12-month period end- 
ing December 13, 1947, wholesale prices of build- 
ing materials have increased 25 per cent; metals 
and metal products, 14 per cent; hides and leather 
products, 20 per cent; fuels and lighting, 25 
per cent; and farm products, 16 per cent. Con- 
sumer prices paralleled this course. 

In Massachusetts, prices of goods and services at 
retail outlets in December averaged 7.7 per cent 
above a year ago. Food has continued to absorb 
more of the consumer’s dollar since VJ-day because 
of the larger rise in food prices relative to the 
change in consumer income. Food costs amounted 


average weekly earn- 
ings of Massachusetts manufacturing workers 
increased 111 per cent while consumers’ retail 
prices (cost of living) went up by as much 
as 58 per cent. 

This increase in average weekly earnings during 
the year was by no means uniform — in fact, some 
industries showed a decrease. Changes in Massa- 
chusetts ranged from an increase of 16.7 per cent 
for electrical machinery workers to a decrease of 
5.4 per cent in the bookbinding industry. Average 
weekly earnings in November 1947 ranged from 
$72.41 for newspaper printing and publishing to 
$34.37 for the relatively unskilled workers in the 
women’s clothing industry. Many of the larger 
gains during the year reflected high levels of ac- 
tivity within the industries or the collective bar- 
gaining strength of the representing labor unions. 








Over the longer period, from December 1939 to 
November 1947, there has been an equalizing 
tendency for earnings between industries. The 
manufacture of durable goods has generally called 
for greater skill, heavier work and somewhat 
higher risks, and its workers have consequently 
been able to command higher wages than those in 
the nondurable goods industries. This disparity 
remains but has been lessened since prewar. 


Utilities and Construction Earnings Highest 


The 111 per cent average increase in weekly 
earnings of manufacturing employees from the end 
of 1939 to date has outpaced the increases gained 
by workers in other fields of employment in Massa- 
chusetts, although some of the other workers have 
gained higher percentages during 1947. Statistical 
samples collected by the Massachusetts Department 
of Labor and Industry for November 1947 show that 
the average earnings of $49.12 in manufacturing 
were still less than the $52.39 in wholesale trade, 
$56.95 in construction, and $59.88 in public utili- 
ties. On the other hand, they well exceeded earn- 
ings in retail trade, ‘‘white collar’’, and service in- 
dustries; for example, average earnings were $33.62 
in retail trade; $38.71 in banking; $45.13 in insur- 
ance; $38.42 in schools and colleges; and $32.28 
in laundries. 
Department of Labor indicate similar relationships. 

Increased weekly earnings during 1947 were at- 
tributable primarily to higher basic hourly wages. 
Although workers in some industries benefited 
from longer work weeks, employers in general 
found it more practical to expand work forces when 
business warranted it than to assume the burdens 
of overtime wage scales. Thus from December 1946 
to November 1947 average hourly wages for Rhode 
Island manufacturing workers increased from $1.05 
to $1.16; those in Connecticut increased from $1.18 
to $1.28.! During the same period the average 
number of hours worked per week by these em- 
ployees declined in Rhode Island from 42.1 to 37.7 
and in Connecticut from 42.7 to 41.7. 

In October the CIO-TWUA opened negotiations 
for a “third round”’ of wage increases, and a recent 
announcement by the CIO indicated that increased 
wages will be sought by its member unions includ- 
ing the electrical machinery and equipment, leather, 
textile, and metal trades industries. 


Department Store Sales Increased 


New England department store business, as 
measured in dollar sales volume of 123 regularly 
reporting stores and apparel shops, continued to 
expand during the greater part of 1947. There was, 
however, a tendency for percentage increases over 
the corresponding months of 1946 to decrease as 
the year wore on, and sales during August and 
October were actually less than during those 
months of 1946. Total sales of these stores for the 
first 11 months of 1947 were 5.4 per cent greater 
than for the corresponding months of the previous 
vear. This relationship may be increased some- 
what for the full year, as the Boston reporting 

\Similar data for other stare 


s in New England are not available 
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stores showed an increase of 9.5 per cent for De- 
cember 1947 over the corresponding month of 1946. 

It is probable that increased retail commodity 
prices more than accounted for this net increase in 
dollar volume of sales, and that the total physical 
volume of sales has decreased as a result of shifts in 
the pattern of spending (more to automobiles and 
food, for example) and the inability of some groups 
to maintain purchases because their incomes have 
not risen as much as prices. This assumption 1s 
strengthened by the fact that the monthly numbers 
of transactions at New England department stores 
during the first 11 months of 1947 decreased 4.2 
per cent from the corresponding period of 1946. 

Sales trends have not been evenly distributed 
among departments. Better than average perform- 
ance was shown for home furnishings, radios, and 
men’s clothing, while many other departments 
showed decreased dollar sales from a year pre- 
viously. The most notable change is in the in- 
creasing patronage of basement departments as 
many shoppers have felt obliged to downgrade 
their purchases. Basement sales in reporting New 
England stores in November 1947 showed an in- 
crease of 20 per cent over a year ago, compared 
with a gain of 4.1 per cent in total department 
store sales. The upward trend in charge accounts 
is indicative of the difficulty encountered in 
maintaining sales. 


Expansion in Credit 


With the relaxation of consumer credit regula- 
tions and decreased purchasing power on the part 
of many consumers, credit has played an increasing 
part in department store trade. While 1] months’ 
cumulative cash sales decreased 3.5 per cent from 
1946 to 1947, regular charge sales increased 8.8 per 
cent and instalment sales increased 72 per cent. 
Although distribution of total sales for the 11 
months of 1947 was 53 per cent cash, 40 per cent 
charge, and 7 per cent instalment, both charge and 
instalment sales accounted for less of the total sales 
than they did in 1941. 

Inventories of department stores rose during the 
year to attain a new peak at the end of November, 
but were maintained at a reasonable relationship 
to the expanding value of sales. The ratio of in- 
ventories to monthly sales at the end of November 
was 2.18, compared with 2.19 in November 1946 
and 3.07 in November 1941. Some types of mer- 
chandise such as major appliances, radios, and 
men's clothing, which were in exceedingly short 
supply at the close of the war, showed very large 
increases in inventory position during the year. 

Outstanding orders of the stores for additional 
merchandise, which were very large during the 
early part of 1946, have been cautiously reduced to 
a ratio of 1.13 to monthly sales at the end of Novem- 
ber, compared with 1.36 in November 1946 and 
0.93 in November 1941. 

Although total manufacturing employment was 
slightly off during the spring slump, primarily in 
the soft goods lines, during the last quarter of 1947 
it approached record peacetime levels of a year ago. 
The three key nondurable goods industries in New 
England (leather and shoes, textiles, and apparel) 
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have generally increased the number of their em- 
ployees during September and October. Activity 
in those industries has been improved notably in 
recent months, although shoe manufacturers have 
found resistance to the average increase of 23 per 
cent in wholesale shoe prices from October 1946 to 
October 1947 despite an increase of 48 per cent in the 
cost of leather over the same period. Conditions 
in the shoe industry vary considerably from area to 
area but men’s shoe production has nearly advanced 
to levels of a year ago, largely in medium-grade 
footwear. High-priced men’s shoes are running 
into increased buyer resistance. In the Brockton 
area production of high-quality men’s shoes has 
been complicated by wage adjustment problems. 


Shoe Output Drops 26 Per Cent 


Shoe manufacturers in New England blame in- 
creasing production costs, rising prices of shoes, 
and the decline in consumer demand for the 26 per 
cent drop in shoe output during the first eight 
months of 1947, compared with the corresponding 
period for 1946. 

Labor turnover throughout the textile industry 
has been relatively small but shortages of trained 
weavers, spinners, and loom fixers have been a 
limiting factor in production. Despite these handi- 
caps, however, appreciable gains were made in 
some segments of the textile industry, especially in 
output of fine cottons. While high levels of pro- 
duction have been maintained by fine wool fabric 
mills, woolen mills generally have had to curtail 
operations during the last quarter of the year. Some 
woolen mills affected by insufficient orders in the 
spring did not fully recover and have had to close. 

Apparel Producers Holding Own 

Employment in apparel manufacturing has been 
relatively stable since midsummer. Style changes 
helped to offset some declines resulting from reduc- 
tion or completion of Government orders. Short- 
ages of crepes and cottons have been spotty, and the 
delay in obtaining needed sewing machines has 
retarded output. The shift to spring styles has re- 
sulted in temporary layoffs and some part-time 
employment in the women’s apparel industry, but 
the declines resulting from the seasonal change- 
overs to be expected in the fall are less than usual. 

Some metal products manufacture seemed weak 
in the last quarter of the year but relief was antici- 
pated in the expected withdrawal of WAA surplus 
machine tools from the market. Increases in orders 
are expected as the automobile industry retools for 
new models. Despite ample orders, some machine 
shops were laying off workers in October because of 
continued steel shortages. Production of such 
items as motorcycles, superchargers, and jet en- 
gines were expected to be increased. Foreign and 
domestic orders from firms manufacturing paper, 
textiles, and types of special machinery, have been 
generally well sustained but shortages of sheet and 
strip steel have retarded expansion. 

Major firms in the electrical machinery industry 
are Operating at record-high peacetime levels with 
sustained heavy backlogs of orders for streetlight- 
ing equipment, turbines, and transformers. After 
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AVERAGE WEEKLY EARNINGS 


Selected Massachusetts Industries 
(2% 1939 December and November 1947 I 





Dollars 
QO 10 20 30 40 50 60 70 80 90 100 
ae ee = Newspaper 
ee." Publishing 
SEO OOTLITIT A Pobite Uniiiies 
URLS Electrical Machinery 
\ 

een — Construction 
wim Vitti... Textile Machinery 
wit oP ig VLLSLLALAA Machine Shop Products 

! Chemicals 


V9459//7///7//74.. Rubber Products ! 
immu Paper and Wood Pulp 
Kime Machine and Small Tools 
Le eee Leother Tanning 

Pex BRe Furniture 
REE AVERAGE ALL MANUFACTURING 
\eieesamaaaam Woolen ond Worsted Goods | 
ee ,; Cotton Goods | 


Insurance 


lt a AS 
TBYLLILLLLLLLLA 
ee 72) Silk and Rayon Goods 


! 
BOR LLLLLA 


Men's Clothing 
as Boots and Shoes 
} 
cer semenes Radio Apparatus } 


| 
| 
| 
} 
| 


| 
VASISLLLLLLLLLLLLD Bonking 


ee Momence: Clothing 
am Retail Trade 

! 

(WWAI///22 Loundries 


Source Mass Dept of Labor ond Industries 











a lag the electrical equipment companies have 
started expanding but shortages of workers, espe- 
cially women, are a serious handicap. 

New England industries have been plagued by 
shortages of steel, pulp, and fine-grade domestic 
wool. Expanded industrial operations in some 
sections of the area have been threatened by short- 
ages of petroleum products and of electric power. 
Shortages in the regional labor supply developed 
during the year which, in some industries, have 
been acute enough to retard production and to 
raise average weekly earnings to new peaks. The 
over-all effect of these recent developments may be 
to impose a temporary limit to further expansion 
in the regional economy until some of these short- 
ages have been overcome. 

Construction Strong at Year-End 

Total construction contract awards in New Eng- 
land during the initial 11 months of 1947 were 6.2 
per cent below the same period in 1946. Non- 
residential construction awards were 5.8 per cent 
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lower and residential construction awards were 
14.6 per cent under the first 11 months of last year. 

Despite the relatively lower level for the year as 
a whole, construction programs, with no clear 
evidence of an impending decline in costs, showed 
better than seasonal performance in October and 
November of 1947, approaching a postwar high in 
those months. In some areas of the region con- 
struction during October hit an all-time peak. 
Total construction contract awards in New England 
in November were up 9.1 per cent above a year ago. 
This was largely owing to a 64 per cent rise in non- 
residential construction contract awards in Novem- 
ber. Residential construction awards, on the other 
hand, were 10 per cent below a year ago. 


Minimum Seasonal Decline 


While some declines in construction activity are 
now occurring owing to the advent of severe winter 
weather, the seasonal letdowns are much less ex- 
tensive than was to be expected for this period. 
Some layoffs of roofers, painters, and laborers have 
noon in some areas as jobs have been completed, 
whereas shortages still exist in other areas, with 
active competition among builders for plumbers, 
steamfitters and bricklayers. Despite rising costs 
and the reappearance of shortages of such things as 
nails and plumbing fixtures which may slow con- 
struction on projects planned for 1948, an early 
resumption of construction at or near record levels 
is indicated by recent contract awards. 

Demand for forest products exceeded supply 
throughout 1947 in spite of forced-draft operation 
of the producing plants and freedom from serious 


labor difficulties. Prices moved er and showed 


no signs of weakening at the end of the year. 

- Lumber production is estimated to have exceeded 
the national 1946 total of 34.5 billion board feet 
by around seven per cent. The 1947 output was the 
largest since 1942 and second largest since 1929. 
Shipments have been hampered by car shortages 
and mill inventories have tended to increase as a 
result, while dealers’ inventories have fallen oft 
since early in the year. Hardwood flooring produc- 
tion exceeded 600 million board feet and topped all 
previous records. October softwood plywood 
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production, measuring 170 million square feet, ex- 
ceeded that of any month during the past six years. 

Lumber prices, except on top grades, receded 20 
to 25 per cent between March and June but regained 
the loss rapidly in the third quarter and stood at 
329.1 per cent of the 1935-39 average in November. 

During the period 1929-1945 New England pro- 
duced 3.25 per cent of total national lumber output. 
In 1946 New England's contribution exceeded five 
per cent and in 1947, as now estimated, four per 
cent of the national total. The region’s lumber 
production was slightly more than 1.5 billion feet 
in each of these two years, more than has been pro- 
duced in any year since 1916. The high output was 
in response to market conditions rather than to 
increased growth in New England's forests. 

In October, New England, and particularly 
Maine, suffered from an epidemic of severe forest 
fires. York County, Maine,-previously a large pro- 
ducer of white pine lumber, was hardest hit with 
about vepchant of its forest area burned over. 
Most, if not all, of the killed timber will probably 
be salvaged but the county’s lumber producing 
capacity will be adversely affected for many years. 
Forest fires are estimated to have burned 1.5 per 
cent of the forest area of Maine in 1947 in contrast 
to an annual average of 0.075 per cent during the 
10-year period, 1937-1946, inclusive. 

New England's 1947 paper and paperboard pro- 
duction is estimated at more than 2.6 million tons, 
up four per cent over 1946 and equaling 12 per cent 
of the national total. Paper oe paperboard prices 
rose generally during the year and stood at 191.4 
per cent of the 1935-39 average in November. 

According to industry spokesmen, the expecta- 
tion is for more adequate supplies of general con- 
struction lumber in 1948 but finish lumber, hard- 
wood flooring, and millwork will probably remain 
tight through at least the first half of the year. 


Expectations Bright but Adjustments Needed 


Some of the competition between industries for 
the available labor force can be expected to be 
offset by the inflow of persons from other areas. 
Population in New England rose 10.5 per cent com- 
pared with 8.9 per cent for the nation between 1940 
and mid-1947, which indicates an expectation of 
jobs, good incomes, and good working and living 
conditions in the New England region. 

Since New England is heavily dependent upon 
imports of raw materials, a sound readjustment of 
raw materials prices will contribute much to en- 
courage a high level of business activity in 1948. 
Lower tariffs on some raw materials, notably wool, 
which became effective on January 1, 1948, should 
generally prove beneficial to New England. 

On balance, business activity in New England 
during the past year attained peacetime highs in 
many industries while mixed conditions continued 
in metal trades, shoe factories, and woolen mills. 
If a new price and wage plateau is attained, there 
will remain the question whether the physical 
volume of retail sales can be maintained at present 
or even higher prices. Aggregate retail sales do 
not show much change for the moment, except that 
dollar volume is being outpaced by price advances. 
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February 6, 1948 
CORRECTION, MONTHLY ReVIEsW 
Due to a printer's error, it is stated on page 5, line 10 of the 


January Monthly Review that rediscount rates were raised "from 1 to 1} 


per cent." This should be corrected to read "from 1 to li: per cent." 











A Review of Postwar Credit Policy 


bho year 1947 recorded several important steps 
in credit policy which were undertaken by the 
Treasury and the Federal Reserve Open Market 
Committee. Interest rates on short-term Govern- 
ment securities were allowed to rise in July; in late 
December the prices of fully taxable Government 
bonds supported by the Open Market Committee 
were lowered to slightly above par, and rediscount 
rates at all Federal Reserve banks were raised from 
1 to 114 per cent shortly after the end of the year. 

These Dacbopeines in the postwar money market 
were a logical extension of a program inaugurated 
in the second quarter of 1946 with the elimination 
of the preferential discount rate on borrowing 
which had Government securities maturing or call- 
able in one year or less as collateral. The general 
objective of the program has been to restrain un- 
necessary credit expansion and thereby to slow 
the progress of strong inflationary forces. At the 
same time efforts have been directed toward main- 
taining orderly markets for Government securities. 


Structures of Interest Rates 


It is pertinent at this juncture of credit policy to 
review the several patterns of interest rates which 
have characterized the market for Government 
securities since 1942. The accompanying chart 
presents yield curves based on the prices of fully 
taxable Government bonds for the following dates: 
December 30, 1944; April 6, 1946; August 29, 1947; 
December 1, 1947, and January 6, 1948. These dates 
have been selected as best representing distinct 
phases of market reaction to the structure of rates 
which reflected, at least in part, policy decisions 
of the Treasury and the Federal Reserve Open Mar- 
ket Committee. We use the structure of interest rates 
to mean the relationship of short-term to long-term 
rates and the Jevel of rates to mean the average of 
rates prevailing on obligations of all maturities. 

The yield curve of December 30, 1944, ie re the 
general structure of rates which prevailed during 
the period of the war. The lower end of the curve 
was established on April 30, 1942, when the Federal 
Reserve banks announced that they would purchase 
all Treasury bills offered in the open market at 
3¢ of one per cent. Later, beginning on August 7, 
1942, the Reserve banks began purchasing Treasury 
bills at this rate under repurchase agreement. 

In August 1942 the first issue of one-year Treasury 
certificates of indebtedness at 74 of one per cent 
was offered, thereby establishing another point on 
the curve.! As the intermediate two per cent bonds 
and the long-term 2!4 per cent bonds were selling 
close to par at this time, the upper end of the curve 
was established and maintained until the close of 
1944. This curve, rising from *¢ to 2! per cent, 
was one of the last to reflect the pattern of rates 
established in 1942 and is commonly known as the 
wartime yield curve and resembled generally the 
type of curve prevailing before Pearl Harbor. 
Marketable Government obligations in the six war 
loan drives through 1942, 1943, and 1944 were 
offered at rates corresponding to the wartime yield 
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curve. Commercial bank purchases of these secur- 
ities were limited to obligations maturing within a 
10-year range and, beginning with the Third Drive, 
they were excluded, with a few exceptions, from 
direct participation in the drives. 

Maintenance of the wartime yield curve turned 
on several central points, all of which were de- 
signed to insure a smooth flow of funds for war 
finance at low cost. Among the devices were (1) 
the fixed 3 per cent buying rate on Treasury bills, 
(2) the preferential 14 per cent member bank bor- 
rowing rate on notes collateraled by Government 
securities maturing or callable within a year, (3) 
the reduction of required reserves for member banks 
in central reserve cities from 26 to 20 per cent 
against demand deposits, (4) the exemption of war 
loan deposits from reserve requirements, and (5) a 
policy on the part of commercial bank supervisory 
authorities which encouraged banks to invest 
freely in Government securities. In assuming the 
obligation to maintain the wartime structure of 
interest rates, the Federal Reserve banks stood 
ready to purchase Government securities which the 
banks or other investors did not choose to hold. 

One implication of an ascending yield curve 
which characterized the market before the war 
and similar to that shown for December 30, 1944, 
in the opinion of the market, is that long-term in- 
terest rates are going torise. In the event that mar- 
ket expectation proves false and confidence grows 
that long-term rates will not rise, the shape of the 
curve Cif it is free to move) tends to change. Short- 
term rates tend to rise and long-term rates tend to 
fall; thus, the curve may approach the same level 
for all maturities. The fact that a curve tends to 
flatten carries the suggestion that interest rates will 
not change. 


Yields During 1945 and Early 1946 


During 1945 and the first quarter of 1946 marked 
reductions took place in the yields (prices rose) 
on intermediate and long-term Government secur- 
ities. This development brought about a significant 
change in the wartime curve and established the 
yield curve of April 6, 1946. The basic reasons for 
rising Government bond prices and consequent 
decline in yields were the large supply of funds seek- 
ing investment, the profits which could be made by 
shifting from shorter to longer maturities, and 
especially the confidence of investors in the ability 
of the monetary authorities to maintain the yield 
curve which made the shifting profitable.? 

In consequence, yields on the intermediate and 
long-term securities declined, most buyers, and 
particularly the commercial banks, began to bid for 
securities of longer maturity in order to obtain 


\The 3% per cent bill and 7 per cent certificate rates are not specifically plotred on the 
chart, but the vield pattern on bonds reflects these rates as the bonds approach maturity 

2One of the important factors which developed confidence in the Treasury's ability 
to maintain low interest rates was that the maturities of bonds affered at the same rates, 
in various loan drives, were lengthened. In the first six drives the maturities of the 
21 percent bonds, ineligible for purchase by the banks, ranged from 21 to 26 years 
In the Seventh and Eighth Drives bonds with maturities of 22 to 27 years were offered 


at 214 per cent 
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higher returns. After the Sixth War Loan Drive 
commercial bank purchases of the intermediate 
securities were particularly large. 

As noted in the annual reports of the Board of 
Governors of the Federal Reserve System for 1943- 
1945, the responsibility of the Federal Reserve 
banks in maintaining a particular curve meant that 
considerable control over the System's open market 
portfolios passed into the market and stimulated 
further increases in bank credit. Throughout 1943 
and 1944 the commercial banks sold most of their 
investments in Treasury bills to the Reserve System 
and in 1944 and 1945 substantial quantities of certifi- 
cates. With the proceeds of these sales the com- 
mercial banks bought the intermediate and longer- 
term bonds. At the same time some of the proceeds 
were used to expand loans. 

Credit Policy in 1946 

The pegging of short-term rates undoubtedly was 
an important factor causing long-term rates to fall. 
Falling long-term rates tended to eliminate the dis- 
parity between yields on various maturities of Goy- 
ernment securities and the pruchase of the longer 
maturities became progressively less advantageous. 
If the lower limit of the yield curve had not been 
pegged, short-term rates would probably have 
risen, and, as a result, bonds of longer maturity 
would not have been so attractive to commercial 
banks. Since short-term rates were held down, the 
longer-term bonds were bid up in price and the con- 
sequent lower yields tended to reduce their at- 
tractiveness to the banks. Within the narrow limits 
of the pegs established, short-term rates rose dur- 
ing the last few months of 1945 and early 1946; the 
yields on all maturities of certificates came close to 
the ceiling of 7 per cent placed on one-year matur- 
ities. This rise was permitted by the monetary 
authorities to help discourage the buying of longer- 
term securities and because of changing conditions 
in the money market. 

Bond prices reached a postwar peak in the spring 
of 1946. Since that time, prices have drifted ir- 
regularly downward (i.e., yields have risen), and 
along with this decline, the structure of interest 
rates has changed. The reversal of the previous 
trend reflects the credit policy and debt manage- 
ment decisions of the postwar period. 

In April and May 1946 the Federal Reserve banks 
eliminated the preferential rate of 14 of one per cent 
on borrowing collateraled by Government secur- 
ities maturing or callable in one year or less; such 
borrowing after these dates was at a minimum rate 
of one per cent. The preferential rate, as noted 
earlier, had been in effect during the war to help 
commercial banks more readily to adjust their re- 
serve positions and to encourage them to buy short- 
term rather than long-term securities. By prevent- 
ing member banks from borrowing at a profit on 
short-term Government obligations, the elimina- 
tion of the preferential rate was in line with ac- 
cepted central banking practice. 

This change in borrowing rates was a small move 
in itself but carried the implication that the pres- 
sure for easier credit and lower rates of interest 
had been relieved. The Federal Reserve System, 
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however, still carried Commitments to support 
Treasury bills at *g per cent and certificates of in- 
debtedness at 7g per cent. These commitments pre- 
vented any increase in short-term rates and, con- 
sequently, left the availability of Federal Reserve 
credit largely to be determined by the member 
banks. Debt management, however, aided as a 
further deflationary force and exerted pressure on 
bank reserves. Member bank net excess reserves 
(excess resefves minus borrowing at the Reserve 
banks) fell from an average in December 1945 of 
$1,164 million to $631 million in April 1946. Dur- 
ing the last 10 months of 1946 and the vear 1947 
the Treasury redeemed about $32 billion of its 
marketable securities. The retirements during 1946 
were provided for by funds accumulated during the 
Victory Loan drive in December 1945 and the re- 
tirements during 1947 by funds arising from an ex- 
cess of cash receipts over expenditures. Transfers of 
Treasury deposits at commercial banks to the Treas- 
ury accounts at the Reserve banks during 1946 exert- 
ed pressure, much of which had little ultimate effect 
on reserves because the funds were used for retire- 
ment of debt not held by the Federal Reserve 
System. Debt retirement from Federal budget sur- 
pluses and the building up of Treasury deposits 
from the accumulation of such surpluses, however, 
exerted recurrent pressure on reserve positions of 
member banks during 1947. There was a net with- 
drawal of funds from member banks during the year 
to redeem securities held by the Federal Reserve 
banks. Periodic pressure on reserve positions of 
member banks tended to limit to some extent their 
ability to expand their holdings of Government 
securities or to expand credit through loans. 


Unpegging of the Bill and Certificate Rates 


Throughout 1946 and the first half of 1947 there 
was continuous discussion about possible changes in 
policy which would lead to unpegging the short- 
term interest rates on Government securities — a 
step which would narrow the spread in rates be- 
tween short- and long-term securities. It was 
widely argued during the period that permitting 
some fluctuation in short-term rates would intro- 
duce into money market operations a considerable 
amount of uncertainty, which would cause banks 
to exercise more restraint and selectivity in their 
lending and investing. 

In July 1947 the credit policy of the Reserve 
System moved into another phase with the removal 
of both the 3 per cent fixed rate on Treasury bills 
and the repurchase agreement on the bills. Be- 
ginning with the issue of Treasury bills dated July 
10, 1947, the market and the Federal Reserve 
System determined the rate which the bills would 
carry expressed through the tenders for the new 
issues. The Federal Reserve System can raise or 
lower the rate depending upon how many bills it 
wants the market to absorb. Bulls bearing this 
date and subsequent issues were not eligible for 
borrowing under repurchase agreements at the 
Reserve banks. This change to some extent, and at 
the System's discretion, permitted support of the 
market at rates which move up or down, in contrast 
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to supporting fixed rates announced in advance. Re- 
serve funds were made a little less readily available, 
and certainty of their future availability in any 
amount at a fixed price was removed. 

Elimination of the fixed bill buying rate and the 
repurchase agreement helped clear the way for an 
increase in the rate on Treasury certificates of in- 
debtedness. Certificate rates were unpegged with 
the 1l-month 7 per cent certificates of indebted- 
ness offered in exchange tothe holders of certificates 
maturing on August 1, 1947. This offering reduced 
the maturity for the new certificates by one month 
without a change in the rates. 

Successive refunding of maturing issues of certi- 
ficates (and notes) on more favorable terms either 
with shortened maturities carrying the same annual 
rate or with close to the same maturities carrying 
higher annual rates brought the rate on one-year 
money with the January 1, 1948, exchange subscrip- 
tion of 12 months certificates to 11g per cent. 
Short-term rates were thus allowed a controlled rise 
of greater proportion than long-term rates. Read- 
justment of certificate maturities is consistent with 
the program of the monetary authorities to broaden 
the Treasury bill market and to promote freer move- 
ment of short-term rates between financing dates. 


Further Rate Action Necessary 


The yield curve of August 29, 1947, reflects in 
large measure the action of the market in respond- 
ing to decisions to unpeg the bill and certificate 
rates. While the commercial banks had been dis- 
couraged to some extent from bidding aggressively 
for long-term Treasury bonds, further action on 
rates was necessary in order to limit the volume 
of purchases of these securities. Throughout 1946 
and 1947 commercial banks sold short-term se- 
curities to the Reserve banks to replace the net loss 
of reserves caused by debt retirements. The pro- 
ceeds were used to extend loans and buy long- 
term Government bonds. 

In response to the change in the rigid pattern 
of wartime rates several large commercial banks in 
New York City raised their minimum rates on 
prime commercial loans from 114 to 134 per cent 
about the end of November. Rates on prime com- 
merical loans also tended to firm at banks in other 
principal cities. 

The magnitude and frequency of the fluctuation 
in short-term rates is much greater than long-term 
rates because commercial banks to a large extent 
deal in relatively short-term obligations; in con- 
sequence, short-term rates reflect far more immedi- 


ately and directly the reserve position of com-- 


mercial banks. 

To complete the policy in connection with the 
rise in short-term rates on Government securities, 
all of the Reserve banks raised their rates on mem- 
ber bank borrowings on their notes collateraled 
with Government securities or eligible commercial 
paper from 1 to 14 per cent early in January 1948. 
This change was designed to restore the relation- 
ship which formerly existed between the redis- 
count rate and the return on certificates of indebted- 
ness or other Treasury securities of equivalent 
maturity. The rate of return on these securities at 
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the end of December 1947 was greater than the cost 
of borrowing. Henceforth, member banks _ bor- 
rowing from the Reserve banks on this type of col- 
lateral will incur a moderate penalty. Increasing 
the rediscount rate is traditionally interpreted as 
calling for greater restraint in the use of credit. 
Changes in Long-Term Rates 

Official policy has also been concerned with the 
long-term rates and may be credited with the basic 
readjustments in rate relationships in the bond 
market which began during the third quarter of 
1947. From the beginning of the second quarter 
sales of restricted marketable Government secur- 
ities from Treasury investment accounts had been 
made with the objective of preventing the prices of 
long-term bonds from rising. Sales of these secur- 
ities were continued during the third quarter, al- 
though in diminished volume. Between the begin- 
ning of April and the end of October total 
sales of these securities amounted to about $1.8 
billion. Steady offerings of corporate underwrit- 
ings also contributed to the supply of long-term se- 
curities available for investment. The October 
offering by the Treasury of a new nonmarketable 
18-year 2!'4 per cent bond helped to increase the 
supply of longer-term Government securities and 
relieve the upward pressure on prices. 

The new offering of bonds, made at a time when 
large corporate issues were being floated, un- 
doubtedly forced an upward adjustment in corpor- 
ate yields. As a result, the differentials in yields 
between long-term Government bonds and high- 
grade corporate bonds were increased and some 
switching occurred with long-term Government 
securities in supply. Some drying up in the supply 
of investment funds also occurred. Yields on 
long-term Treasury bonds late in November rose 
to 2.37 per cent, almost to the levels of the summer 
of 1945, and were held there during most of De- 
cember by Treasury and Federal Reserve support 
purchases. Prices of the bonds had moved down- 
ward correspondingly. The rate of return on cor- 
porate bonds rose during November to 2.82 per 
cent and municipals to 2.23 per cent. The con- 
trolling factor in the money market is the yields 
on the various maturities of Government securities. 
Fluctuations in these rates are reflected in other 
interest rates. 


Recent Developments in Rate Policy 


The readjustments in interest rates probably 
would not have gone as far as they did had it not 
been for the fact that both bank loans and new cor- 
porate flotations were rising during the period. The 
demand for bank credit undoubtedly exercised an 
influence upon yields on short-term Government 
securities. Commercial banks met the loan de- 
mand in part by reducing their holdings of short- 
term Government securities. Net sales of certifi- 
cates of indebtedness were absorbed by the Federal 
Reserve banks to maintain orderly markets. 

The yield curve of December 1, 1947, gives effect 
to these various changes in the market. As can be 
seen in the chart, the curve lies above both the 
April 1946 and August 1947 curves. It reflects 





the increase in short-term rates, rising from 0.99 
per cent at the lower limit to 2.43 per cent at the 
upper limit, where it approaches the wartime 
pattern of rates. 

The raising of short-term rates was designed to 
discourage sale of short-term Government secur- 
ities to the Reserve banks which had served to 
increase member bank reserves available to sup- 
port further credit expansion in the form of bank 
purchases of long-term Governments or loan ex- 
pansion. The policy, however, did not discourage 
the commercial banks from shifting to loans and 
the increase in total loans continued without a 
break to the year-end. The rapid increase in 
loans during a period of high and rising com- 
modity prices increased the fears concerning the 
further development of inflation. Pressure on bank 
reserves, increases in the variety of outlets for 
funds, uncertainty about the outlook for long- 
term interest rates crystallized in late November; 
commercial banks and other investors began to sell 
medium- and long-term Government bonds. These 
sales continued throughout December. The Federal 
Reserve banks supported the Government security 
market to the extent required to maintain orderly 
markets at about the prices which then prevailed. 
Purchases for Treasury accounts were also made. 

Support Prices Lowered 

The changed character of the bond market and 
the need to soften inflationary pressures led to the 
significant policy decision of December 24, 1947. 
On this date the support prices on most issues of 
fully taxable medium- and long-term bonds were 
lowered to nearly par. Premiums for special fea- 
tures of particular issues, such as those with partial 
tax exemption, were left to the determination of 
the market. With this action it was announced that 
the change in policy did not represent a retreat 
from support of the Treasury bond market but that 
the method had been decided upon in lieu of a 
gradual recision of support prices over an extended 
period of time. It was also stated that whereas 


previously the Reserve System had been a reluct- 
ant buyer, it would now buy Treasury bonds ag- 
gressively at the new price levels in such amounts 
as might be necessary to clear the market. 

Lowering of the support prices temporarily in- 
duced additional sales of bonds by commercial 
banks and others, but during the last days of Decem- 
ber and the first part of January the volume of sales 
declined. Many issues showed some degree of re- 
covery and more transactions were cleared in the 
market without Federal Reserve support. 

Rise in Yields 

Toward the close of the year yields on long-term 
taxable Treasury bonds advanced to 2.45 per cent; 
yields on corporate issues approached prewar levels 
of 2.88 per cent; and the rate of return on munici- 
pals reached the highest point since the middle of 
1942, 2.38 per cent. The spread between high- 
grade corporate and Treasury bonds widened 
slightly in December to about 0.50 per cent. 

The yield curve of January 6, 1948, reflects the 
preliminary adjustment of the market to the new 
support policy of the Treasury and the Federal 
Reserve Open Market Committee. 

Recent Reserve bank purchases of Treasury bonds 
have served temporarily to ease member bank re- 
serves. It is expected that reserves will again be put 
under pressure in part by sales of certificates and 
bills from Reserve bank portfolios and, to a greater 
extent, by accumulation of Treasury surplus at the 
Reserve banks arising from tax and revenue receipts. 

During the first quarter of 1948 the Treasury is 
expected to realize about $7 billion from (1) an 
excess of tax collections over expenditures and 
(2) the sale of savings bonds and tax notes. Thus, 
during the first quarter of 1948, as tax receipts are 
added to Treasury deposits, commercial banks will 
lose reserves continuously. Use of the funds re- 
ceived by the Treasury from the budget surplus, and 
calls on war loan accounts to retire Federal Reserve 
held Government securities, may be directed toward 
keeping continuous pressure on bank reserves. 





"UNRESTRICTED 


x 


YIELDS OF TAXABLE TREASURY BONDS 


RESTRICTED | | 





KEY 
|___ September ‘67-72 
unrestricted 

© eeeee January 6, 1948 
eam December 30, 1944 
== == December |, 1947 
oam= August 29,1947 — 
eoemApril 6, 1946 

X Coupons 











$38: 7 6 2 woe 





12 
YEARS TO FIRST CALL OR DUE DATE 


3 14 15 16 17. 18 19 20 2 22 2 








MONTHLY REVIEW OF THE FEDERAL RESERVE BANK OF BOSTON 


January 1948 





